
 

B.16   |   9 

1 

Economic Outlook 

Overview 

 The outlook for the New Zealand economy has not changed significantly in the 
relatively short time since the Budget Update.  Growth in real GDP in the year to March 
2014 was slightly faster than expected in the Budget Update, but the outlook for the 
year ahead is slightly weaker.  Thereafter, the outlook for growth in real GDP is largely 
unchanged. 

 Growth in nominal GDP was also marginally higher in the past year than expected in 
the Budget Update, largely because of higher terms of trade, but is now forecast to be 
weaker over most of the forecast period as the terms of trade are expected to fall 
sooner and domestic prices have increased by less than previously expected.  For an 
explanation of real and nominal GDP, see the box Real and Nominal GDP on page 7. 

 Economic growth amongst our main trading partners in the first quarter of 2014 was 
close to forecast at the aggregate level and the outlook remains similar to previously.  
Risks remain in the outlook for the world economy, especially geopolitical risks, and 
they are discussed further in the Risks and Scenarios chapter. 

 Dairy export prices are forecast to fall earlier than in the Budget Update, but to stabilise 
at around the same level later in 2014.  If sustained, the latest auction prices would 
point to the risk of a larger fall in dairy prices and the terms of trade.  A scenario based 
partly on lower terms of trade is discussed in the Risks and Scenarios chapter. 

 The main factors supporting growth in the New Zealand economy over the forecast 
period are the same as in the Budget Update, in particular the surge in residential 
construction in Christchurch and Auckland, faster population growth as a result of 
higher net migration inflows, and historically high terms of trade despite a near-term 
adjustment. 

 The factors that are expected to moderate growth in the economy include rising interest 
rates, the continuing high value of the New Zealand dollar and fiscal restraint. 

 The capacity of the New Zealand economy to grow is marginally increased by faster 
population growth, but pressure on resources is expected to increase as the pace of 
expansion exceeds the economy’s potential rate of growth, and this pressure will 
manifest itself in higher inflation. 
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Recent Developments and Near-term Outlook 

Outlook for economic growth similar to Budget Update... 

Real production GDP grew 3.3% in the 
year to March 2014 from the previous 
year, slightly faster than the 3.0% 
forecast in the Budget Update (Figure 
1.1).  Growth in the March quarter was 
marginally higher than forecast at 
1.0%, but most of the difference in 
annual average growth was accounted 
for by upward revisions to earlier 
quarters’ previously published growth 
rates.  The outlook for annual average 
growth in real GDP in the year ahead 
is 3.8% (slightly lower than the 4.0% in 
the Budget Update), easing to 3.0% in March 2016 and 2.1% in March 2018. 

...but private consumption was lower than expected in the March quarter... 

Although outturns at an aggregate level for the March quarter were only slightly higher than 
forecast, there were some significant differences within the components of economic 
activity.  The level of real private consumption was unchanged from the previous quarter, 
which was well below the Budget Update forecast of 0.8% growth, with the demand for 
services down by 0.4% in the quarter.  The reasons for the weakness are not yet clear but a 
strong recovery is expected in the June quarter, based on indicators released to date. 

Growth in private consumption in current dollar terms was weaker than forecast by a slightly 
larger margin as consumption prices rose only 0.1% in the March quarter, compared to the 
Budget Update forecast of a 0.3% increase.  Consumer price inflation was lower than 
expected in the June quarter for non-tradable goods and services, indicating a continuation 
of weak price pressures in the economy.  The annual inflation rate in June 2014 was 1.6%, 
less than the Budget Update forecast of 1.8%, with non-tradables inflation of 2.7% 
compared with a forecast of 3.4%.   

...offset by higher net exports in both real and nominal terms 

Strong growth in exports offset the weak growth in private consumption in the March quarter 
in both real and nominal terms.  Goods export volumes increased 3.9% in the March quarter 
against an expectation of a slight fall from the December quarter; services exports also 
increased more than expected, offsetting the weak private consumption outturn.   

At the same time, goods import volumes increased by less than forecast, partially offset by 
higher than expected services imports.  As a result, net exports made a larger contribution 
to GDP than expected.  The terms of trade (the ratio of export prices to import prices) were 
close to forecast so net exports were also higher than forecast in nominal terms.  

However, the near-term outlook is for slightly weaker growth... 

Although real private consumption is expected to rebound strongly in June from its flat result 
in the March quarter, it is not expected to recover fully in nominal terms.  Consumer price 
inflation of 0.3% in the June quarter was weaker than forecast in the Budget Update, 

Figure 1.1 – Real GDP growth 
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pointing to weak price growth in the GDP measure of consumption.  The level of nominal 
consumption is expected to remain lower than previously forecast in coming quarters 
despite ongoing growth in the consumption of goods and services in real terms. 

Recent developments in the external sector of the economy reinforce the outlook for slightly 
weaker than earlier forecast GDP growth in the year ahead.  The value of merchandise 
exports fell in the June quarter with both volumes and prices lower, and import volumes 
appear to have increased, supporting the forecast negative contribution from net goods 
exports to real GDP; similarly, although visitor arrivals were up slightly in the June quarter 
from March, resident departures increased by more, pointing to weak net services exports. 

...as weaker terms of trade compound the impact of lower domestic prices 

Dairy prices have declined sooner than expected in the Budget Update and these forecasts 
bring forward the fall in prices.  The decline may be partly seasonal as supply increases in 
New Zealand and demand dips in China, but increasing global supply and high stock levels 
in China may also be contributing to the weaker prices.  The forecast assumes that prices 
stabilise at around the same level as in the Budget Update by the end of 2014 as the 
seasonal factors reverse. 

Dairy auction prices have fallen further since finalisation of the forecasts in mid-July, 
dropping 8.4% in US dollars in early August.  Dairy auction prices tend to be volatile and the 
recent falls may overstate the weakness in demand.  However, if the latest prices were 
sustained, they would pose a downside risk to the main forecast.  The impact of a larger fall 
in the terms of trade is explored in the Risks and Scenarios chapter. 

Forestry prices have also declined as demand from China has fallen with slower growth in 
housing construction.  These export price declines have been only partly offset by higher 
meat prices as sheep meat prices were lifted by additional demand from China and meat 
supply remains constrained in the US.  At the same time, oil prices have increased as 
geopolitical risks have intensified in the Middle East and Ukraine. 

The terms of trade are expected to 
decline sooner than forecast in the 
Budget Update, although to a similar 
level (Figure 1.2).  There is normally 
a lag of one to two quarters from 
auction prices to export prices and 
the terms of trade, and on this basis 
the declines in market prices since 
the March quarter are expected to 
result in a larger fall in the goods 
terms of trade in the year to December 
2014 of 9%, compared with a fall of 
5% over the same period in the 
Budget Update. 

Despite lower commodity export prices, the value of the New Zealand (NZ) dollar averaged 
80.2 on the Trade Weighted Index (TWI) in the June quarter, 1.5% higher than the Budget 
Update assumption.  It is assumed to decline only slowly from that level over the next 
couple of years and to remain higher than previously forecast, keeping tradables inflation 
lower than otherwise but constraining services and manufactured exports to some degree. 

Figure 1.2 – Goods terms of trade (SNA) 
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Rapid increase in household income points to strong growth in real consumption... 

Other data released since the Budget Update was finalised also point to continuing robust 
growth in the economy in real terms.  Firms’ demand for labour grew strongly in the year 
to June, with total weekly paid hours up 3.6% and the number of people employed up 
3.7% (Figure 1.3).  The increase in labour input was spread across most industries. 

The supply of labour also increased 
rapidly over the past year, partly as a 
result of gains from external migration.  
The net inflow of migrants in the year to 
June 2014 was 38,300, an increase of 
30,400 from the year before.  The 
increase was largely a result of a fall in 
the number of departures of 
New Zealand citizens to Australia 
(16,500), but increased arrivals of non-
New Zealand citizens (9,300) and of 
returning New Zealand citizens (3,300) 
also contributed.  Net external migration 
added around 0.9 percentage points to 
total population growth in the past year. 

In addition, the proportion of the working-age population participating in the labour market 
increased from 68.1% a year ago to 68.9% in the June quarter, resulting in a total increase in 
the labour force of 2.8% (Figure 1.3).  With the faster growth in the number of people 
employed, the unemployment rate fell from 6.4% a year ago to 5.6% in June 2014.  Average 
hourly wages increased 2.5% from a year before and, given the large increase in total weekly 
paid hours, total weekly gross earnings rose 6.3% from a year before.  With low inflation 
recently, this result underpins the outlook for ongoing real consumption growth in the near term. 

...but housing demand has eased 

Despite rapid population growth as a 
result of elevated net inward migration, 
the demand for existing housing has 
eased since late 2013.  House sales 
declined 14% from a year ago in the 
June quarter 2014 and the annual rate 
of increase in house prices slowed from 
just less than 10% in late 2013 to 6.2% 
in June (Figure 1.4).  Loan-to-value ratio 
(LVR) restrictions introduced by the 
Reserve Bank in October 2013, and 
rising interest rates since earlier this 
year, may have cooled housing demand. 

Figure 1.3 – Employment and labour force 
growth 
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Figure 1.4 – Migration and house prices 
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Table 1.1 – Economic forecasts1 

(Annual average % change, March years) 
2014

Actual 
2015

Forecast 
2016 

Forecast 
2017 

Forecast 
2018

Forecast 

Private consumption 3.4 4.1 3.6 2.6 1.7 

Public consumption 1.9 0.1 0.9 1.8 1.6 

Total consumption 3.0 3.3 3.1 2.4 1.6 

Residential investment 16.9 20.7 9.8 1.3 -0.3 

Market investment 8.8 11.1 4.8 3.6 2.6 

Non-market investment -2.7 4.0 6.1 2.4 2.4 

Total investment 10.6 14.7 6.4 3.2 2.2 

Stock change2 0.3 0.2 -0.3 0.1 0.0 

Gross national expenditure 4.7 6.1 3.6 2.7 1.7 

Exports 0.3 -0.4 2.8 2.7 2.8 

Imports 7.9 7.0 4.5 4.0 1.7 

GDP (expenditure measure) 2.5 3.8 3.0 2.2 2.1 

GDP (production measure) 3.3 3.8 3.0 2.2 2.1 

Real GDP per capita 2.2 2.2 1.7 1.2 1.2 

Nominal GDP (expenditure measure) 7.0 5.2 4.2 4.4 3.7 

GDP deflator 4.3 1.4 1.1 2.2 1.6 

Output gap (% deviation, March quarter)3 0.3 1.2 1.1 0.4 0.1 

Employment 2.5 3.0 1.7 1.4 1.2 

Unemployment rate4 6.0 5.6 5.2 4.8 4.5 

Participation rate5 69.3 69.3 69.2 69.1 69.0 

Nominal wages6 2.5 3.0 3.0 3.4 3.4 

CPI inflation7 1.5 1.7 2.4 2.3 2.1 

Terms of trade8 13.5 -0.7 -3.3 1.1 -0.1 

House prices9  7.2 4.4 4.1 2.5 2.4 

Current account balance           

  $billions -6.3 -11.5 -15.3 -16.5 -17.3 

  % of GDP -2.8 -4.8 -6.2 -6.4 -6.4 

Net international investment position           

  % of GDP -65.3 -66.9 -70.4 -73.8 -77.6 

TWI10 78.7 80.0 79.1 77.8 74.3 

90-day bank bill rate10 3.0 4.3 4.9 5.0 5.3 

10-year bond rate10 4.6 4.7 4.9 5.1 5.2 

 
Notes: 1 Forecasts finalised 18 July 2014. 

2 Contribution to GDP growth. 

3 Estimated as the percentage difference between actual real GDP and potential real GDP. 

4 Percent of the labour force, March quarter, seasonally adjusted. 

5 Percent of the working-age population, March quarter, seasonally adjusted. 

6 Quarterly Employment Survey, average ordinary-time hourly earnings, annual percentage change. 

7 Annual percentage change. 

8 System of National Accounts (SNA) and merchandise basis, annual average percentage change. 

9 Quotable Value New Zealand (QVNZ) House Price Index, annual percentage change. 

10 Average for the March quarter. 

Longer time series for these variables are provided on page 130. 
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Positive outlook for residential investment... 

Despite the slightly weaker demand for 
existing houses, residential investment 
is expected to continue to increase 
rapidly in the year ahead as the 
rebuilding of Christchurch gathers 
further pace and house-building in 
Auckland increases in response to the 
shortage of supply.  Residential 
building consents, particularly for 
Canterbury and Auckland, point to 
ongoing growth in residential 
construction (Figure 1.5).  Dwelling 
consents in Canterbury were 44% 
higher in the year to June 2014 than in 
the previous year. 

...and business and consumer confidence remain elevated 

The outlook for business investment is also positive.  Business confidence and activity 
indicators have eased from elevated levels recently; investment intentions remain above 
historical averages, supply factors are increasing as the major constraint on the expansion 
of output, and capacity utilisation rates are high.  In the next year or so, investment will be 
supported by the high value of the NZ dollar and relatively low interest rates, making 
imported capital goods cheaper and investment more profitable. 

Consumer confidence remains 
elevated, despite some easing in the 
June quarter, pointing to ongoing 
private consumption growth (Figure 
1.6).  Higher interest rates and a 
slowdown in the housing market may 
have made consumers more cautious, 
but the outlook for private consumption 
in real terms remains positive, thanks 
to rapid population growth from net 
migration inflows and increasing 
incomes from expanding employment.  
However, with relatively low inflation 
outturns expected to continue in the 
near term – even as inflation 
pressures build – the outlook for nominal consumption growth is weaker than in the 
Budget Update, as highlighted earlier. 

Overall, the outlook for nominal GDP growth in the near term is weaker than in the Budget 
Update because of the sooner-than-expected fall in the terms of trade, the higher NZ 
dollar and lower domestic inflation.  Nominal GDP increased 7.0% in the year to March 
2014 from the previous year, 0.3 percentage points higher than expected in the Budget 
Update.  However, it is forecast to grow by 5.2% in the year to March 2015, 
0.5 percentage points less than in the Budget Update.  The level of nominal GDP in the 
June 2015 year is forecast to be $900 million (0.4%) lower than in the Budget Update. 

Figure 1.5 – Dwelling consents and residential 
investment 
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Figure 1.6 – Consumer confidence and private 
consumption  
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Recent Developments and Outlook for Main Trading Partners 

In aggregate, New Zealand’s main trading partners’ economies grew much as expected in 

the first quarter of 2014, although there were some offsetting variances from forecast.  The 

outlook for the forecast period has not changed significantly since the Budget Update. 

China’s annual growth picked up in the June quarter with some fiscal stimulus and monetary 

easing, but authorities face a trade-off between boosting growth in the short term and 

rebalancing the economy and reducing credit risk over the medium term.  The Australian 

economy recorded above-trend growth in the first quarter as export volumes increased 

sooner than expected; however, domestic demand remains weak and growth is expected to 

be sub-trend for some time, albeit supported by continuing low interest rates. 

The US economy contracted in the March quarter as a result of the harsh winter and a 

rundown in inventories, and is expected to record lower growth for the year as a whole.  The 

euro area also recorded low growth in the first quarter and is expected to remain weak for 

some time as the area experiences a protracted recovery from its debt crisis. 

The United Kingdom (UK) and Japanese economies both performed better than expected in 

the March quarter.  The recovery in the UK is expected to continue for the rest of the year, 

supported by rapid employment growth.  In Japan, private consumption was brought forward 

to avoid the 1 April sales tax increase and is expected to be lower in the rest of the year. 

Forecasts for most other Asian economies were revised down on the weaker outlook for the 

major advanced economies (especially the US) and some specific factors such as the 

political unrest in Thailand.  Downgrades for these economies account for most of the 

reduction in trading partner growth in 2014 (in addition to the weaker US result), but the 

outlook for subsequent years is unchanged at the aggregate level from the Budget Update. 

Table 1.2 – Trading partner growth (calendar years) 

2013 2014 2015 2016 2017 2018
Actual Forecast Forecast Forecast Forecast Forecast

Australia 25% 2.4 3.0 2.8 2.9 3.0 3.0
China 22% 7.7 7.4 7.3 7.1 7.0 7.0
United States 10% 1.9 2.0 2.8 2.9 3.0 3.0
Japan 8% 1.5 1.5 1.1 1.3 1.2 1.2
Euro area 7% -0.4 1.0 1.2 1.3 1.4 1.4
United Kingdom 4% 1.7 3.0 2.5 2.1 2.0 2.0
Canada 1% 2.0 2.2 2.4 2.5 2.5 2.5
Other Asia* 23% 4.0 4.1 4.6 4.8 4.8 4.8
Trading Partner Growth (TPG) 100% 3.5 3.8 4.0 4.0 4.1 4.1

TPG - Consensus (July 2014) 3.5 3.8 4.0 4.1 4.1 4.0
TPG - IMF WEO (April 2014) 3.4 3.9 4.0 4.0 4.0 4.0
TPG - The Treasury (2014 Budget Update) 3.5 3.9 4.0 4.0 4.1 4.1

*  South Korea, Taiwan, Hong Kong, Singapore, Malaysia, Indonesia, Thailand, Philippines, India

2014 
weights

 
Sources:  IMF, Consensus Forecasts, the Treasury 

Inflation is increasing in the US and UK.  The Federal Reserve plans to conclude its asset 

purchases in October and is expected to raise its policy rate in the first half of 2015; the Bank 

of England may raise its policy rate earlier.  Inflation is generally low elsewhere, especially in 

Europe where the European Central Bank loosened monetary conditions further in June. 

The extended period of low interest rates has brought reduced volatility in financial markets, 

leading investors to seek higher yields, including in New Zealand.  The tightening of 

monetary policy in the US may lead to deleveraging and a reversal of some of these capital 

flows.  These risks are discussed further in the Risks and Scenarios chapter. 
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Medium-term Outlook 

Fundamental drivers of outlook unchanged 

The medium-term growth outlook is largely unchanged from the Budget Update.  The 
drivers of growth are expected to be a surge in residential construction in Auckland and 
Christchurch, higher net migration and historically high terms of trade despite some near-
term adjustment.  These factors are expected to be reinforced by continuing strong labour 
income growth, leading to increasing private consumption. 

The initial above-trend growth will place further pressure on labour and capital resources, 
leading to increased inflationary pressures and higher interest rates.  Growth will also be 
moderated by a continuing high value 
of the NZ dollar and fiscal restraint.  
The current account deficit is forecast 
to increase from its current low level 
as import values grow faster than 
exports. 

While growth in real GDP in the March 
2015 year is forecast to be slightly 
lower than in the Budget Update, the 
outlook is very similar over the rest of 
the forecast period.  In terms of 
nominal GDP, growth is expected to 
be slightly lower in the March 2015 
year and similar thereafter (Figure 1.7).  The level of nominal GDP is forecast to be 
approximately 0.5% lower than in the Budget Update over the forecast period as a whole. 

Terms of trade to stabilise above historical average... 

Although the goods terms of trade are expected to fall 10% in the year to March 2015, 
they are forecast to stabilise at around that level and to be 9% higher over the forecast 
period than their average over the past decade.  They are expected to be chiefly 
supported by continuing robust demand from China for dairy and meat products.  Demand 
for forestry products will pick up again with an increase in construction activity in China 
and residential construction in the US and Australia.  Demand for New Zealand’s other 
primary commodities, and for manufactured products, is expected to be sustained by the 
gradual recovery in the world economy. 

...but NZ dollar to decline, making some exports more competitive 

The value of the NZ dollar is assumed to remain close to its record level on the TWI in the 
near term, supported by relatively high commodity prices and positive interest rate 
differentials.  It is expected to begin to decline as the economic recovery becomes more 
established in the US and the Federal Reserve starts to increase its policy rate, gradually 
reducing the interest rate differential.  The impact of an earlier and more rapid decline in 
the NZ dollar as a result of a faster recovery in the US economy is discussed in the Risks 
and Scenarios chapter. 

Figure 1.7 – Nominal GDP 
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The fall in the NZ dollar is expected to boost tourism earnings and manufactured exports 
as NZ dollar-priced goods and services become more competitive.  The TWI is assumed 
to decline from an average of 81.2 in the current quarter to 73.3 in the June quarter of 
2018, a fall of 9.7% over four years. 

Residential investment a major driver of growth in the economy... 

The rebuilding of residential housing in Christchurch is forecast to be a major driver of 
growth in real GDP at the start of the forecast period and then to help sustain the level of 
activity.  Annual growth in residential investment is forecast to peak in the December 
quarter 2014, but the level of activity is forecast to continue to increase throughout the rest 
of the forecast period. 

The assumptions concerning the rebuilding of Christchurch are unchanged from the 
Budget Update.  The total amount of rebuild-related investment is estimated to be 
$40 billion (in 2011 prices), with around half of this total assumed to take place by mid-
2018.  Most of this investment will be funded by insurance payments and government 
investment.  Residential investment is expected to provide the greatest contribution over 
the forecast period, followed by investment in infrastructure and social assets, and 
commercial assets. 

...along with business investment 

Businesses are also expected to continue to expand their investment as aggregate 
demand in the economy increases.  As noted above, business confidence and investment 
intentions are at high levels, although they have eased from earlier in the year.  Reduced 
spare capacity in the economy, continuing high terms of trade and a tighter labour market 
are expected to lead firms to invest more.  Annual average growth in business investment 
is forecast to remain high until mid-2015, and then to decline to be similar to GDP growth 
by the end of the forecast period. 

Higher net migration boosts population growth... 

The net external migration inflow has 
been running ahead of the Budget 
Update forecast as departures 
declined.  The forecast peak annual 
gain in September 2014 has been 
increased from 38,100 in the Budget 
Update to 42,500 in these forecasts 
(Figure 1.8); the turn-around in net 
migration inflows in 2015 is now 
assumed to be slightly sharper than 
previously as departures start to 
increase again with a pick-up in the 
Australian economy and arrivals begin 
to fall as the demand for labour eases.  
The small change in the profile of migration results in an additional 3,500 people in the 
total population compared with the Budget Update.  Higher net migration inflows would 
pose an upside risk to the outlook. 

Figure 1.8 – Net external migration 
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...and increased demand for workers results in a fall in unemployment... 

The demand for labour is expected to 
continue to grow with the expansion in 
the economy.  Employment growth is 
forecast to remain strong over the 
remainder of 2014, but to ease as the 
pace of growth in output slows.  
Growth in the working-age population 
will be boosted by higher net migration 
and the proportion of the working-age 
population participating in the labour 
market is forecast to decline only 
slightly from its March quarter peak.  
As a result, the unemployment rate is 
forecast to fall to 4.5% in the first half 
of 2018 (Figure 1.9). 

...but muted wage growth 

Wage growth has been relatively subdued recently with an increase in average hourly 
earnings of 2.5% in the year to June 2014, as public sector wage growth of 1.3% offset 
private sector wage growth of 3.1%.  Wage growth is expected to accelerate gradually as 
a result of increased growth in labour supply from net migration, initially low inflation and 
continuing public sector wage restraint.  Growth in hourly wages is forecast to increase to 
3.0% by March quarter 2015 and to 3.4% by the end of the forecast period, the same as in 
the Budget Update.  Moderate employment growth, combined with rising wage growth, will 
increase total compensation of employees by more than 1% per quarter throughout most 
of the forecast period. 

Household income growth will support private consumption... 

Steady growth in household incomes is forecast to support ongoing growth in private 
consumption over the forecast period.  Private consumption growth is slightly higher over 
the period than in the Budget Update in real terms, but from a marginally lower base in the 
March 2014 year; at the end of the forecast period the level of real private consumption is 
expected to be practically the same as in the Budget Update.  However, the level of 
nominal private consumption is expected to be lower throughout the period chiefly 
because of the lower starting point as a result of recent weak inflation outturns. 

...but the Government will continue to exercise spending restraint 

It is assumed that the current fiscal strategy of limiting the growth in public consumption 
and non-market investment is maintained.  Growth in public consumption is forecast to be 
low in the March 2015 year at 0.1%, but to increase slightly thereafter with the larger 
increment in the annual operating allowance announced in Budget 2014, but remains 
below the rate of growth in the economy as a whole.  As is outlined in the Fiscal Outlook 
chapter, the operating allowance has been added to expenditure as a working 
assumption, but in practice would be available for a mixture of expenditure and revenue 
initiatives. 

Figure 1.9 – Participation and unemployment 
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Nevertheless, inflationary pressures will increase... 

The economy’s growth rate is forecast initially to outstrip its ability to expand without 
placing additional pressure on prices.  It is estimated that actual output was slightly higher 
than potential output in the March 2014 quarter and that it will exceed the economy’s 
sustainable or non-inflationary level by 1.3% in the second half of 2015.  The economy’s 
potential growth rate is estimated to be marginally higher than in the Budget Update 
because of the faster population growth from net migration inflows.  The annual average 
potential growth rate is estimated to increase from 2.2% in the March quarter 2014 to a 
peak of 2.8% before declining to around 2.5% in the long run. 

As actual output is expected to exceed 
the economy’s level of potential 
output, non-tradables inflation is 
forecast to rise to around 4% in the 
second half of 2016.  Tradables 
inflation will increase gradually over 
the forecast period as the value of the 
NZ dollar falls, but continue to offset 
the higher non-tradables inflation.  
Annual inflation is forecast to peak in 
the third quarter of 2016 at 2.5%, but 
to decline towards the mid-point of the 
Reserve Bank’s target band by the 
end of the forecast period (Figure 1.10). 

...leading to interest rate increases 

The Reserve Bank is expected to continue to raise the OCR as inflationary pressures 
strengthen.  Ninety-day interest rates are assumed in these forecasts to rise from 3.4% in 
the June quarter 2014 to 4.8% by the fourth quarter of 2015 and to 5.3% by late 2017.  
Higher interest rates will moderate growth in private consumption and investment apart 
from the Christchurch rebuild, so that the economy grows more slowly and inflationary 
pressures are reduced.  Longer-term interest rates are expected to increase in line with 
international rates as global monetary conditions are normalised. 

Value of imports will increase faster than exports... 

With rapid growth in private consumption and both residential and business investment in 
the March 2015 year, real gross national expenditure (GNE) is forecast to increase 6.1%, 
up from 4.7% growth in the March 2014 year.  The robust expansion in domestic demand 
is expected to lead to continuing rapid growth in import volumes of 7.0% in the March 
2015 year, down only slightly from 7.9% growth in the previous year.  As growth in GNE 
slows over the forecast period, import volume growth will ease, but import values will 
increase more rapidly later in the forecast period as the value of the NZ dollar falls. 

Export volumes are forecast to grow by around 2.5% to 3.0% per year from 2016 onwards 
as production expands in response to increased international demand.  Export values are 
forecast to decline initially with lower export volumes and the expected fall in commodity 
prices, although an assumed fall in the value of the NZ dollar later in the period will bring 
an increase in total export values. 

Figure 1.10 – CPI inflation 
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...and the current account deficit will widen but stabilise by the end of the forecasts 

Lower export volumes in the near 
term, combined with a fall in the terms 
of trade, are expected to lead to an 
increase in the annual current account 
deficit from around 2.6% of GDP in 
mid-2014 to 4.8% of GDP in March 
2015.  The annual figures have been 
enhanced recently by the high terms of 
trade, but the annual goods balance is 
forecast to become negative as the 
terms of trade fall.  The current 
account deficit is forecast to stabilise 
at 6.4% of GDP in the final couple of 
years of the forecast period. 

 

Figure 1.11 – Current Account 
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Economic Forecast Assumptions 

• Net permanent and long-term migration inflows rose to 38,300 in the year ended June 2014, 

although only data up to May 2014 (36,400) were available when the Pre-election Update 

was finalised. Net migrant inflows are forecast to rise to 42,500 in the September 2014 year 

before returning to the long-run assumption of 12,000 per year in March 2017. 

• The annual average potential growth rate is estimated to increase from 2.2% in the March 

quarter 2014 to a peak of 2.8% before declining to around 2.5% in the long run. 

• The non-accelerating inflation rate of unemployment (NAIRU) is estimated to be around 

4.5% by 2018. 

• Average hours worked per week are estimated to decline from their current level of 33.7 

to 33.1.   

• Economy-wide labour productivity growth is estimated to average 1.1% per year between 

the years ending March 2014 and March 2018.  

• Investment associated with the rebuild following the Canterbury earthquakes is assumed 

to be around $40 billion in 2011 prices (rounded to the nearest $5 billion), spread across 

residential property ($18 billion), commercial property ($9 billion) and infrastructure and 

social assets ($11 billion). Around half of the total is forecast to be undertaken within the 

forecast period to June 2018.  

• West Texas Intermediate (WTI) oil prices are assumed to fall from US$103.30 per barrel in 

the June 2014 quarter to around US$89 in the March 2018 quarter, in line with oil futures 

prices. 

• Ninety-day interest rates are assumed to increase from 3.4% in the June 2014 quarter to 

5.3% in the June 2018 quarter and 10-year interest rates to rise from 4.4% in the 

June 2014 quarter to 5.2% in the June 2018 quarter. 

• The TWI is assumed to fall slightly from an average of 81.2 in the current quarter to just 

below 80.0 in mid-2016, when it will begin to decline to 73.3 in the June 2018 quarter. 

• Tobacco excise tax increases add 0.2 percentage points to annual inflation in each of the 

March 2015 and 2016 quarters. 

• Reduced Accident Compensation Corporation (ACC) levy rates will reduce contributions by 

households and employers by about $400 million in the 2014/15 levy year and around 

$480 million in the 2015/16 levy year.  The reduction in ACC vehicle levies is estimated to 

reduce CPI inflation by 0.25 percentage points in the September 2015 quarter.   
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